The rest of the paper is organized as follows:the next section investigates patterns of trade and FDI with EPA partners. The first part of Section 2 provides an overview of patterns of Japanese trade and FDI with Singapore 2 ) There is a huge amount of empirical analysis on the economic impacts of the over 10-year-old North American Free Trade Agreement (NAFTA), for both ex ante and ex post assessment. See, for instance , Hufbauer and Schott (1992, 1993) for pre-NAFTA analysis, Krueger (1999 Krueger ( , 2000 for a preliminary assessment of its early years , Burfisher, Robinson, and 3 ) See Ando and Urata (2006) for a survey of the impacts of East Asian FTAs including Japan . 4 ) Sazamani, Urata, and Kawai (1995) and Kataoka and Kuno (2003) estimate the cost of trade protection in Japan within a framework of a partial equilibrium model, though their focus is not necessarily on trade liberalization by FTAs . Kuno and Kimura (2007) for evaluation of trade liberalization in Japanese EPAs , based on the number of tariff lines.
) See
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No. 11, 2007, and Mexico to understand the overall structure of their relationship with EPAs. Subsection 2.2 investigates sec toral issues of Japanese trade with Mexico to assess more detailed effects of the EPA on trade and FDI. Subsec tion 2.3 in turn quantitatively examines the impacts of Japanese EPAs on trade with Singapore and Mexico, us ing gravity model estimation 6). The following Section 3 discusses the effects of Japan-Mexico EPA beyond trade liberalization, and Section 4 concludes the paper.
2 Trade and FDI with EPA partners
Overview
Japan's trade with Singapore has increased ( Table 1A ). The increase in the past few years, however, cannot readily be interpreted as the result of trade liberalization through EPAs since the actual reduction of tariffs by the EPA was quite limited 7). From the comparison in Table 1B of the number of tariff lines committed to zero tariffs under the WTO with that under the EPA, tariffs may appear reduced in many tariff lines (commodities).
For instance, the number of commodities committed to zero tariffs is 974/5,859 under the WTO/EPA out of 5,859 in all industries on the Singapore side and is 428/486 under the WTO/EPA out of 2,277 in agriculture, fishery, and forestry industries on the Japanese side. In fact, actual tariff removal by EPA is observed in only four commodities in all industries on the Singapore side and no commodity in agriculture, fishery, and forestry industries on the Japanese side. This is because MFN tariff rates are already zero for 4,881 (=5,859-974-4) commodities on the Singapore side 8) and 58 (=486-428) commodities 9)on the Japanese side 10). As for nonagricultural commodities on the Japanese side, most tariffs are immediately removed under the EPA; 10 corn 6 ) See, for instance, Frankel (1997) and Rauch (1999) for gravity model analysis of regional trade agreements. 9 ) These 58 commodities include coniferous wood and derived products, raw furskins, oats other than those used for sow ing, a protein preservative used for manufacturing frozen minced fish, cigarettes containing tobacco, some kinds of spirits, and undenatured ethyl alcohol intended for use in distilling industrial alcohol, among others.
10 ) Moreover, major commodities among Japanese agricultural imports from Singapore, such as cocoa butter, cocoa pow der, chocolate and other food preparation materials containing cacao, are either subject to zero tariff on a MFN basis or excluded from the list of tariff elimination schedule of Japan in JSEPA (Table 1C) .
11 ) The schedule of tariff elimination for these 10 commodities in petrochemicals are (i) tariff removal in April 2005 for one commodity, (ii) phasing out tariff removal from January 2003 to January 2010 for seven commodities, and (iii) phas ing out tariff removal from January 2005 to January 2010 for two commodities. In addition, 294 mining and manufactur ing commodities are excluded from the liberalization list, including petroleum-related products, petrochemical products, and leather products, among others. transited through the U. S. 12) Second, a significant portion of Japanese exports to Mexico are "Maquiladora im ports" or "other temporary imports" (from the viewpoint of Mexico). In 2005, less than 40 percent of Japanese exports to Mexico were sold to Mexican consumers 13) . Table 2 shows the rise in Japanese trade with Mexico after the enforcing EPA , particularly on the export side;
12 ) Since imports are calculated by country of origin while exports by destination (basically the first reaching country) ,
Mexican imports from Japan include Japanese exports to Mexico through the U. S. In 2005, Mexican imports from Japan are 13 billion US$, while Japanese exports to Mexico are 6. 9 billion US$. 
Sectoral issues in Japanese trade with Mexico
Japanese exports to Mexico
The major commodity of Japanese exports to Mexico is machinery. While exports are the largest in the elec tric machinery industry (HS85 in Table 2 ), exports in transport equipment (HS86-89) and precision machinery (HS90-92) industries are rapidly increasing. 17 ) PROSEC is a system introduced to promote domestic production in 22 manufacturing sectors . PROSEC tariffs are low er than MFN tariffs, usually from zero percent to three percent . These tariffs are imposed on designated commodities from the 22 sectors, imported by local producers.
18 ) Of course, there are some cases that the large preferential margin of an EPA tariff contributes to trade expansion since PROSEC tariffs cannot be applied to imports of parts and components used for repairing even if they are designated com modities. A Japanese company, Kayaba Industry (a shock absorber producer) , for instance, decided to establish its affiliate for sales in Mexico. One of the reasons behind its investment decision is an expectation that a demand for its products used in repairing Japanese automobiles would increase , according to expanding sales of Japanese automobiles in Mexico (JETRO, 2006b). Another reason is that preferential margin between its MFN tariff of 15 percent and its EPA tariff of zero percent is large, while the PROSEC tariff cannot be applied . In such a case, the preferential margin of an EPA tariff would contribute to trade expansion. Mexico with a zero-tariff import quota, equivalent to 10 percent of local production in the year before in terms of units (Table 5) 19). Therefore, Japanese automobile manufacturers with local production (namely Nissan, Honda, Toyota, and Mitsubishi) have exported BU cars with an import tariff of zero percent within the quota 20).
In addition, under the EPA, a zero-tariff import quota for BU cars, equivalent to five percent of sales in the Mexican market in the previous year, is provided to Japanese automobile manufacturers, regardless of whether they produce locally 21). As a result, some of Japanese automobile manufacturers such as Mazda, Suzuki, Isuzu, and Subaru without local production obtains a zero-tariff import quota for BU cars under the EPA, though the quota is much smaller than that allocated to local producers. Moreover, as discussed above, given this new zerotariff import quota, some of them have established affiliates for sales in Mexico. In the case of BU cars, the zero-tariff import quota under the EPA has direct and significant effects on Japanese exports to and investment in Mexico 22). Given the fact that out-quota tariff under the EPA is supposed to be phased out from the base rate 19 ) A zero-tariff import quota means that the tariff is zero percent within the quota and at the level of the MFN tariff be yond the quota. 22 ) It would be interesting to investigate whether this increase in sales of Japanese automobiles has an impact on local auto production by U. S. automobile manufacturers and/or their exports of BU cars from the U. S. to Mexico, when microdata of U. S. firms abroad in very recent years are available. It might also be interesting to examine the impacts on the unit prices if exports were decomposed into those under the zero-tariff import quota and others to obtain necessary unit prices . with EPA tariffs beyond MFN tariffs in Table 6 )24). Such effects would be unlikely to occur with the commodi ties subject to immediate tariff removal under the EPA. The gradual removal of tariffs by the EPA, rather than one-shot tariff removal, may cause confusion for exporters, requiring they investigate whether their exporting commodities should be with an EPA tariff or an MFN tariff. In addition, the choice of phasing out certainly postpones the possible positive effects of trade liberalization by the EPA, particularly in cases of "reverse phe nomena." Although phasing out tariffs could have an advantage of securing the ceiling of tariffs, disadvantages of their choice seem to be serious.
As a whole, direct and significant effects of EPA on exports at this moment seem to be limited to an increase in exports of BU cars. It does not, however, indicate that no impact on exports of other commodities would be observed in the future. We can expect more significant effects on exports in the future, particularly after the problem of "reverse phenomena" of tariffs is solved.
Japanese imports from Mexico
The major importing commodities are agriculture and fishery products (HS1-24 in Table 2 To investigate detailed patterns of agriculture and fishery imports from Mexico, major agricultural commodi ties imported from Mexico are reported, with their import values, their import shares in total, and their tariffs in Japan, including EPA tariffs, in Table 7 . The major features of EPA tariffs are classified into the following:i)
introduction of import quota with in-quota tariff at a level half that of MFN tariffs, ii) phasing out tariffs over three to 10 years, iii) tariff reduction from 3 or 3.5 percent to zero percent, and iv) exclusion from the tariff elimination schedule. These features suggest that a certain portion of agricultural imports has been liberalized through EPA negotiations. In addition to exceptions from the tariff removal list, however, a complicated protec 24 ) In the case of NAFTA, no commodity is subject to "reverse phenomena" since the FTA has been in force for some time. In the case of the EU-Mexico FTA, there were about three commodities (out of about 10,000 commodities) subject Table 7 )27). If the administrative procedure is costly and preferential margin is small, actual utilization of EPA tariffs would be predictably low. The commodity with the largest share among agricultural imports from Mexico is pork. As Table 7 value for the custom duty per kilogram is more than 53 .53yen but not more than the value obtained by dividing 535.53yen by 1.022 (524yen) and ii) 2.2 percent when a value for the custom duty per kilogram is more than the value obtained by dividing 535.53yen by 1.022 (524yen) (see Table 7 and Figure 1 )30) . For prepared or pre served pork (excluding ham, bacon, pressed ham, etc), on the other hand , the MFN tariff of 20 percent remains under the EPA since pork in this category is excluded from the list of tariff elimination , though their imports in crease. In sum, the increase in pork imports can be partially interpreted as a consequence of the import tariff quota with EPA tariffs being lower than MFN tariffs but cannot fully be interpreted as an effect of tariff reduc 26) Although seasonal tariff does not appear in Table 7 , bananas are a sample commodity. pork (53.53yen) but not more than the gate price of partial pork (524yen).
for custom duty per kilogram is more than 53.53yen but not more than the value obtained by dividing 535.53yen by 1.022 (524yen) applied MFN tariff rate from the applied MFN tariff rate), if the applied MFN tariff rate is more than 3%.; 2) Discussion will by 1.022 (524yen). Beyond quota, 4.3%. Tariff quota (total, including other categories of pork) from the first to fifth year for by 0.643 (897.59yen). Beyond quota, 8.5%. Tariff quota (total, including other categories of pork) from the first to fifth year fifth year during the second year, subject to the rates not higher than 0.9 times of the applied MFN tariff rate at the beginning years and, 3,000t in the third year, 4,000t in the fourth year 6,000t in the fifth year.
for the second year, 5100 for the third year, 5950 for the fourth year, and 6500 for the fifth year. From the sixth year, tariffs fifth year during the first year, subject to the rates not higher than 0.9 times of the applied MFN tariff rate at the beginning of 2500t in the second year, 4,000t in the third year, 6,000t in the fourth year 8,500t in the fifth year. third to fifth year during the second year, subject to the rates not higher than 0.9 times of the applied MFN tariff rate at the On the import side as a whole, at present, there seems to be some sort of announcement effect from the Japan-Mexico EPA on imports of some fruits and vegetables such as avocados and mangos. Although the intro duction of an import tariff quota with in-quota tariffs lower than MFN tariffs reduces, satisfactory effects of such tariff reduction are observed for only some sorts of fresh, chilled, or frozen pork and frozen orange juice. cate that Japan has a larger (smaller) amount of trade with countries located closer to (farther from) Japan, countries larger (smaller) in economic size, and countries with a smaller (larger) income gap 37). Table 9 36 ) The CEPII distance database is available at http://www.cepii.fr/anglaisgraph/bdd/distances. htm. It provides four differ ent measures:two are simple distances (distances between the capitals and between most important cities in terms of pop ulation), and the rest are weighted distances incorporating geographical distribution of population inside each country. The choice of distance variable does not change our results significantly. 37 ) Our sample excludes those with extremely small portions of trade with Japan. To examine whether our results are ro bust, regardless of the coverage of countries, we conduct gravity estimations with several sample sets such as a sample set including all countries with necessary data or a sample set comprised of countries with larger portions of Japanese trade.
The results do not change, regardless of the coverage, though the coefficients of variables change slightly. For Singapore, although actual exports and imports have increased, as shown in Table 1A , and their actual values are indeed larger than fitted values, differential values and ratios do not change significantly between be fore and after the enforcement of EPA (Table 9 ). This suggests that the Japan-Singapore EPA has had little im pact on trade. Actual increase in trade is within the range explained by the basic economic conditions; however, more active trade between Japan and Singapore can also be attributed to the development of international pro duction/distribution networks in East Asia. The issues raised by the Japanese side include i) security, ii) immigration control for entry and exit , iii) intel lectual property rights, iv) infrastructure (transportation), v) debt collection , and vi) competitiveness-related matters such as labor issues and energy costs 43). Greatly improved security at the International Airport in Mexi co City is an important outcome 44). Until October 2004, the federal police was in charge of security inside , while the municipal police was in charge of the outside of the Mexico City International Airport; these agencies were not coordinated. Efforts made through Committee consultations have led to regular meetings between the two to share information, and jointly guard places such as money exchange services areas and airport parking .
As a result, the reported number of Japanese victims at the airport has rapidly declined .
Immigration control is another area that has seen important improvements. The Japanese side requested at the 41) For instance, both the department in charge of industrial policy and that in charge of international trade are involved in the scheme of preferential treatment for exports and imports in the electric machinery industry .
42 ) Issues requiring changes in laws are beyond the scope of bilateral consultations at the Committee .
43 ) The issues raised by the Mexican side include the quarantine of agricultural imports in Japan . 46 ) At this moment, it takes three to four hours for trucks to cross the border due to congestion. 47 ) Some efforts by public and private sectors in both countries were made to find potential business partners in local sup porting industries.
48 ) The port at Ensenada is too shallow for large vessels to enter and has insufficient docks. Therefore, when Japanese firms at Tijuana import parts and components from abroad, they often use the U. S. port at Long Beach in Los Angeles and transport the imported parts and components to their factories in Mexico by trucks. However, frequent congestion at the Long Beach port results in delays of up to two weeks in the delivery of parts and components to factories even after they have been loaded. See Urata, Kiyota, Ando, and Kachi (2005) for discussion on other aspects of the business environment in Mexico including this issue.
49 ) Improved competitiveness of Japanese firms in Mexico, avoiding problems emphasized above, is certainly also benefi cial to Mexico. for instance, the Mitsubishi Heavy Industries, Ltd. has received a full-turnkey order from CFE, headquartered in Mexico City, for the construction of a supercritical-pressure coal-fired power plant52).
Logistics
Logistics of Japanese trade with Mexico, particularly on the import side, are changing. Regarding major com modities of Japanese agricultural imports from Mexico such as pork and avocados , in most cases, Japanese trad ing companies in the U. S. used to import them from Mexico and export them to Japan . Since the implementa tion of the EPA, however, commercial transactions recorded as Mexican exports to Japan have tended to in crease even if they are still physically exported from Mexico to Japan through the U . S. One of the reasons for this is that importers in Japan (destinations) must be identified at the time of exporting to obtain a special cer tificate of the rules of origin required to utilize EPA import tariffs in Japan . Another reason is that the interest of Mexican companies in exporting to Japan has increased, resulting in greater direct commercial transactions .
Trade statistics on Mexican exports to Japan tend to more directly reflect actual transactions , including a part of those transactions through the U. S., which used to be regarded as Mexican exports to the U . S. since exports are recorded by destination.
50) The Agreement on Government Procurement (GPA) is a plurilateral , to which only some members of the WTO are par ties. Mexico is not a party to the GPA. See the WTO website for details of the GPA (http://www.wto.org/english/tratop _e/ gproc_e/gp_gpa_e.htm).
51 ) CFE, PEMEX, and IMSS are the federal (state-owned) electricity commission , the Mexican state-owned petroleum company, and the Mexican social security institute, respectively.
52 ) The plant, to be installed at CFE's Pacifico power station , will become Mexico's first supercritical-pressure coal-fired power plant. It will have the capacity to generate 700MW of electricity, making it one of that nation's largest power 
